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THE PACESETTER: GRP
Partners is the largest
venture capital firm
headquartered in Los
Angeles County, with $1.3
billion in capital under
management. Last year,
the firm appointed Mark
Suster as co-managing
partner alongside Yves
Sisteron. The firm has
begun investing a new
fund, GRP IV LP, which
could close at $175
million. The firm makes
investments in three
areas: financial services,
digital media and retail
innovation. Last year, it
invested 548 million in
local companies. Some

of its portfolio companies
reported major transac-
tions during the past year.
Portfolio company Makers
Studios raised $25 mil-
lion from Time Warner in
December. Qualys had

a $105 million IPQ in
September. FIS purchased
mFoundry in a fransaction
valued at $165 million
last month.

Rank

10

VENTURE CAPITAL FIRMS

Ranked by capital under management

Firm

* name

« address
« website

GRP Partners

2121 Avenue of the Stars, Suite 1630
Los Angeles 90067

grppartners.com

Steamboat Ventures

3601 W. Olive Ave., Suite 650
Burbank 91505

steamboatvc.com

Clearstone Venture Pariners
1351 Fourth St., Fourth Floor
Santa Monica 90401
clearstone.com

Palomar Ventures

233 Wilshire Blvd., Suite 900
Santa Monica 90401
palomarventures.com

Rustic Canyon Partners

100 Wilshire Blvd., Suite 200
Santa Monica 90401
rusticcanyon.com

Greycroft Partners

100 Wilshire Blvd., Suite 1830
Santa Monica 90401
greycroft.com

Anthem Venture Partners
225 Arizona Ave., Suite 200
Santa Monica 90401
anthemvp.com

California Technology Ventures LLG
670 N. Rosemead, Suite 201
Pasadena 91107
ctventures.com

Shelter Capital Partners
10880 Wilshire Blvd., Suite 1850
Los Angeles 90024
sheltercap.com

Vicente Capital Partners
11726 San Vicente Blvd., Suite 300
Los Angeles 90049
vicentecapital.com

{$ in millions)

Capital ' Project Profile

* minimum size
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= invesiments'
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' Number of companies invested in since inception.

WND - Would Not Disclose

Note: Information an this list was provided by representatives of the firms themselves. In

THL

Strategy:
Transactions:

Credit

NiNel

THL Credit, Inc. is a middle market capital specialist
financing growth, acquisitions, recapitalizations,
and change of control

INVESTMENT CRITERIA

Middle market direct lender
Leveraged buyouts, growth capital, acquisitions, recapitalizations,

refinancings, and change of control

Structures.
Industries:

Financial:
Amount:

companies

B Work with proven, experienced management teams that maintain a significant

ownership position post-close
® Flexible financial structures for entrepreneurs and sponsors

® Value added, responsive, and user-friendly relationships with transaction sources

and borrowers

CONTACTS

Hunter Stropp ~ Walter Chung Daniel Dubé Scott Turco Jim Hunt
Co-President Director Vice President Director CEO
310-893-2405 310-893-2415 310-893-2425 617-790-6020 617-790-6005

hsiropp @ thicredit.com wchung@thicredit.com ddube@thicredit.com siurco@thicredil.com jhuni@thicredit.com

Unitranche, first and second lien secured debt. Subordinated or
mezzanine debt and non-control equity and equity linked investments
Finance all industries supported by category specializations
EBITDA of $5 million and greater

$10 to $50 million targeted investment sizes

INVESTMENT OVERVIEW

® Partner with independent/unsponsored, private equity sponsored, and public

Financing Great Companies

Preferred Industries
(partial list)

digital media, e-commerce,
online video, financial
services, mobile, retail
innovation

information technology,
media, software technology

technology

enterprise software,
wireless, semiconductors,
network telecom/datacom,
consumer services
Internet, digital media,
software, clean technology

digital media, e-commerce,
ad tech, enterprise software

Internet, media, software,
semiconductors

IT and life science

media content and
technology convergence,
enterprise software,
application services
business services,
CONSUMET Services,
specialty manufacturing

order to qualify,

Companies
Recently Funded

NuOrder,
DailyLook, Epoxy,
Gravity, Yield
Metrics

WND

WND

WND

Meteor, Dollar
Shave Club,
Appstack

PeopleLinx,
NewsGred

WND

SkySaL

WND

Intellectual
Technology Inc.,
MedBridge
Healthcare
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> NEXT WEEK
The Largest Biotech/Biomed Firms in

L.A. County

Preferred
Financing
Stagel(s)

startups to early
stage

early- to mid-
stage

early

early

seed, series A,
series B
series A

seed, early

all

early

late-stage
venture, growth/
expansion capital

Top Executive
* name

« title

* phane

‘Yves Sisteron/Mark Suster
Managing Partners
(310) 785-5100

John R. Ball
Chairman, Managing Director
(818) 566-7400

Bill Elkus
Managing Director, Founder
(310) 460-7900

James Gauer
Managing Partner
(310) 260-6060

Nate Redmond/Tom Unterman
Managing Partner/

Founding Partner

(310) 998-8000

Dana Settle

Partner

(310) 566-5960

William Woodward/Samit
Varma/Brian Mesic
Managing Partners

(310) 899-6225

Alex Suh/William Hanna
Founding Managing Director/
Managing Director

(626) 351-3700

Arthur Bilger

Managing Member

(310) 234-2300

Jay Ferguson
Managing Partner
(310) 826-2255

venture capital firms must be headquartered in Los Angeles Gounty. Firms
are ranked by the amount of capital under management companywide and the number of

projects completed since inception, respectively.

Researched by David Nusbaum
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Ranl ($ in millions) Preferred Industries Companies Preferred Top Executive
name (partial list) Recently Funded  Financing * name n
address Capital = Project Profile Stage(s) - titls NEW FUND: Karlin ;
website * minimum size « phane Ventures was founded in
» prefered size August. It's an affiliate of
« investments’ Karlin Asset Management,
- a private investment firm
acific Venture Group $110 $1.0 health care services, WND early Layton R. Crouch/Eve Kurtin/ ;
6830 Vientura Blvl., Suite 244 4 medical devices, Ralph Sabin managing over 1.4 billion.
1" ncino 91436 WND . biomedical, health care IT Managing Directors
acven.com (818) 990-4141
aroda Ventures 100 0.1 [IT, Internet, e-commerce Fab.com, SurfAir, | seed, early stage | David Bohnett/Peter Lee
45 S. Beverly Drive 01-1 GraphEffect, Founding Managing Partner/
12 everly Hills 90212 35 Steelhouse, Partner
arodaventures.com Dogvacay, Science (310) 276-0005
FJ Frontier 80 0.1 software, information Shift, Janrain, seed, early David Gremin/Scott Lenet
5260 Ventura Blvd., 20th Floor 0.5 | services, biotech, Boom Studios Managing Directors
13 | Sherman Daks 914 45 | nanotechnology, alternative (424) 354-2244
jfrontier.com energy
alisades Ventures 75 0.0 | wireless, communications, | WND growth Paul D'Addario Ups and Downs
1726 San Vicente Blvd., Suite 450 3-5 ' broadband, enterprise Sr. Managing Director Venture capital deals in Los
14 o5 Angeles 90049 WND - software (310) 571-6214 e s
alisadesventures.com
arlin Ventures 50 0.1 financial services, education : Bitium, ChowNow, - seed, series A TX Zhuo 0
1755 Wilshire Blvd., Suite 1400 .25-1.5 | technology, e-commerce, | YieldMetrics, Tonx, Managing Partner
anta Monica 90025 9 ' digital media, health care IT | Invested.in, Gyft, (310) 806-9700 hd 0
rlinve.com Saygent, Walla.by
rcturus Capital 32 0.2 | wireless, IT, software, WND early Donald Hall/Stevan Birnbaum 2
99 §. Los Robles Ave., Suite 535 .5-1: Internet, biotechnology, Managing Directars .
16 pasadena 01101 16 optics (626) 578-5700
cturusve.com .
iemer Ventures 30 0.1 | Internet, mobile, software, | WND early stage Eric Manlunas/David Siemer
333 Second St., Suite 600 0.5-0.75 | digital media, e-commerce Managing Pariners 100
17 santa Monica 90401 84 (310) 861-2100 ol
gmarvc.com
rassCut Ventures 25 0.3 | Internet, mobile, e- WND seed, series A Rick Smith -
301 Rosecrans, Fifth Floor 0.75 : commerce and gaming Managing Director
18 | Ei'Sequndo 90245 2 (310) 683-0940 ol Hoa e N
osscutventures.com An;:&“;‘:é Igvr:nsga E':um
anyon Creek Capital 15 0.1 ! Internet, mobile, e- Shopsavvy, Club seed, series A Buck Jordan venture deals. (in millions)
134 11th St., Suite 101 0.2 | commerce, SaaS, media, W, Amplity, Tonx Partner
19 santa Monica 90403 § ' technology (818) 522-7480 22
nyoncreekcapital.com
Pacific Group 15 0.5 : consumer health, consumer : WND growth stage John Barrymore S
0940 Wilshire Blvd., Suite 1600 2 products Chairman 1,500
20 | (s Angeles 90024 7 (310) 746-5420 ;
pacificgroup.com o
! Number of companies invested in since inception. made to ensure the accuracy and of the list, and ty| hical :
WND - Would Not Disclose Note: Information on this list was provided by representatives  errors sometimes occur. Please send corrections or additions on mmnanv Ietterhead to o
of the firms themselves. In order to qualify, venlure capital firms must be headguartered in  the Research Department, Los Angeles Business Journal, 5700 Wilshire Blvd., Suite 170,
Los Angeles County. Firms are ranked by the amount of capital under management Las Angeles 90036. ©2013 Los Angeles Business Journal, This list may not be repnnled
companywide and the number of projects compleled since inception, respectively. To the in whale or in part without prior written permission from the editor. Reprints are available [
best of our knowledge, this information is accurate as of press time. Whlﬁi avery effortis  from the YGS Group, (800) 280-5460 ext. 100. ‘08 09 0 11 12
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Rothstein Kass

AUDIT * TAX * ADVISORY

We specialize in serving the alternative investment community (venture capital, private equity a
hedge funds) and privately owned and operated businesses. We consult on strategic business initiatives,
regulatory matters, insurance and risk management as well as provide a full suite of family office services
to business owners.

Vincent J. Calcagno
Principal-in-Charge

9171 Wilshire Boulevard, 5th Floor
Beverly Hills, CA 90210
310.273.2770

www.rkco.com

Beverly Hills « Boston . Dallas + Denver « Grand Cayman « New York « Roseland « SanFrancisco . Walnut Creek




By TOM DOTAN
Staff Reporter

DAM Lilling doesn’t

Los Angeles Business Journal H
April 15, 2013 » Special Report TeCh Flnance
keep track, but if he ventured to guess, he’d put it at 10.

|

That's the number of inquiries he gets each day from
local tech entrepreneurs looking to his firm, Phus
Capital, to find investors.

Plus Capital is barely two months old and has
made only three investments to date, yet the flurry
of companies knocking at the fund’s door with a
pitch and a PowerPoint presentation belies its youth.

Indeed, as L.A.'s so-called Silicon Beach con-
tinues to produce startups, the venture capital com-

H H munity, once a vestige of the tech bubble, has
Flnanclng sector has found new popularity. Tn 2012, $1.3 billion was
= invested in local businesses, an |8 percent jump
blossomed alon95|de from the previous year according to data from
3 PriceWaterhouseCoopers and the National
LIAI s teCh scene Venture Capital Association.

In recent years, financiers to L.A.'s tech com-
munity have sprung up, beefed up or moved in. It's
brought people like Lilling, formerly an entrepre-
neur and now a mentor at the Santa Monica tech
accelerator LaunchPad LA, to the other side of
the table. Some are choosing to reinvest their own
money, such as David Waxman and Gil Elbaz of
Santa Monica’s new TenOneTen Ventures.
Waxman founded a pair of startups, while Elbaz’s
first company, Applied Semantics, was sold to
Google in 2003 for $103 million.

That’s becoming a common story in Los Angeles
and a vital part of the market, said Mark Suster of
Century City's GRP Partners.

“There’s a lot of second- and third-generation
entrepreneurs; all the people who made money 10

‘ or 20 years ago are putting in recycled capital,” said
Suster, who's a two-time entrepreneur as well and
boarded the venture capital bandwagon in 2007.

\ “When the hat gets passed around 1 say, “Yeah, I'd
like to see another great L.A. company. ”

This new group of tech bankrollers has its own

‘ community that’s distinct and far more casual than
the more buttoned-down professionals that might
meet for a $150 lunch at Craft in Century City or

‘ some similar spot in Beverly Hills or downtown
Los Angeles. Lilling’s favorite meeting spot is Le
Pain Quotidien, an organic bakery known for com-

‘ munal tables made of reclaimed woad. It's not far
from LaunchPad, where his fund has its office.

In fact, at midday the coffee shops and lunch

‘ spots of Silicon Beach can be full of tech investors.
Some meet at the Refinery on Santa Monica
Boulevard, others at Peet’s Coffee on Main Street.

Despite the low-stress appearance, tech is a noto-

‘ riously competitive industry, with companies going
under quickly and investors angling for a crack at

‘ Please see page 28

IN THIS SECTION:
Sequencing Venture Capital:

‘ Need for money increases as a
business grows. PAGE 28

| ALSO SEE:
Venture Capital List, PAGE 24
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‘The level of
collaboration
you'll see is
amazing. People
who are raising
their own funds
helped me to find
(contributors) for
my fund. That’s
almost unheard
of in investing.’
ADAM LILLING , Plus Capital

Continued from page 27

the most promising startups. But for the new
financiers of the L.A tech boom, there remains
a youthful spirit of the collective.

“The level of collaboration you'll see is
amazing,” Lilling said. “People who are rais-
ing their own funds helped me to find (con-
tributors) for my fund. That's almost unheard
of in investing,”

As for the investments themselves, the
tech financiers are looking for a return that’s
about 10 times the initial investment. It’s a
level that gives a satisfying retum to people
bankrolling a fund as well as covering the
losses from the bets that went wrong.

The funding lifecycle of a startup general-
ly begins with a small round from friends
and family, maybe for $25.000. That initial
spark gives a newborn company enough life
to raise a seed round, led by angel investors
and smaller venture capital funds. The size of
seed funds vary by a company’s needs, but
average in the low seven figures.

Once a business has hit its benchmarks and
is gaining a quantifiable market value, larger
firms join the subsequent A and B rounds.
Tnvestments can easily soar past $10 million at
this point, and a company’s equity begins to
be split up among the venture capital firms.
Beyond that, investment rounds get larger and
the equity pie continues to be sliced, until,
hopefully, a startup “exits” — either it gets
acquired or debuts in an initial public offering
— and sharcholders can cash out.

Common threads

Speaking with dozens of angel as well as
carly and midstage venture capital investors
reveals a few common insights.

First, the cost of launching a company has
gone down over the last decade. More than
anything, say venture capitalists, that's the
reason the current tech investment climate
feels more reasoned than it did during the
late-"90s tech bubble. Advances in technolo-
gy, as well as increased connectivity to the
Internet through mobile devices, means com-
panies can build products and acquire cus-
tomers more efficiently, thus requiring small-
er upfront investments.

For that reason, the local startup scene is
dominated largely by funds of $50 million or
smaller that are willing to make six- or low-
seven-figure bets on early stage companies.

Trying to figure out exactly which com-
panies are worth those investments brings up
another piece of shared wisdom: Tt all comes
down to the entrepreneurs.

“We're trying to pick up on this innate
ability to make something out of nothing and

RINGO HW. CHIL/LABS

succeeding where they have no business
doing so,” said David Travers of Santa
Monica firm Rustic Canyon Partners.
“There are lots of other aspects, but that
alchemy in a person and in the team is key.”

Those “other aspects” are the quantifiable
ones — the size of the market a company is
going after, the success (or failures) of com-
petitors in the field and the cost of building
up a customer base.

Repeat success

But the people managing venture capital
funds continue to base their primary invest-
ment decision on the skill a startup’s founder
has in leading a project and bringing other
people on board with his or her vision.

Dana Settle of Santa Monica’s Greycroft
‘Ventures looks to a founder’s previous suc-
cess as a determining factor.

“The No. | pattern is successful repeat
entrepreneurs,” Settle said. “We're looking at
teams that are working together again, even
if it’s in a slightly different area.”

The relationship between a venture capital
investor and a startup is more than just fund
and recipient. Beyond the equity stake, firms.
that make a sizable investment in a young
company take on advisory roles, with many
holding positions on the board.

“As major investors it takes a lot of our
time: we have to sneak out of meetings to
take calls as board members,” said GRP’s
Suster. “We don’t get involved unless we
have a meaningful enough stake.”

As Los Angeles begins to emerge as a
viable scene worthy of investor interest, it
also has to deal with a dearth of larger, late-
stage funding.

Unlike Silicon Valley, which is replete
with funds that might figure into the billions,
Los Angeles is still a small-ball market. No
local fund is larger than $250 million.
Occasionally, a company such as JustFab or
SnapChat can command venture interest
from outside the area, but most initial fund-
ing comes from local capital.

There is hope among venture capitalists
that a local business could hit it big, with
venture capital riding on its coattails. Tt's
happened before; Chicago’s Groupon Inc.
virtually invented the area’s tech boom once
the company became a multibillion-dollar, if
beleaguered, public company in 2011.

That belief is what turns people such as
Lilling into the new mentors, and funders, of
the area’s tech foundlings.

“There is a give-before-you-get mentality
in L.A." Lilling said, *You need to build the
pie before you split it up. We're in pie-build-
ing mode. It’s one of the best parts of the job
right now.”

Sequencing
Venture Capital

Here’s a hypothetical example of how
an L.A. tech startup might get financed
in the early stages.

Founder - Early

employees
' 10%

90%

Founder and employees: A company
begins with the founders taking a 90
percent stake in the company and the
early employees getting 10 percent.

86.4%

Friends and Family Round: The friends
and family invest a small amount and take
a4 percent stake in the company.

Early employees 8.6%

-+« Frignds &
Y  Family3.7%

Founder

Seed/Angel Round: An angel makes an
investment in the company and takes a
10 percent siake.

Early employees 5.5%  Frignds &

Family 2.4%

W/ < - Angels 6.5%
)
0%

50.6% seuployoes
’ -Venture
capital 25%

Series A Round: A venture capitalist takes
a 25 percent stake in the company. But
now that the startup has maoney it needs
to expand and hire new employees. It
creates a 10 percent pool from a valuation
prior to the venture capital investment.

Early
employees 4% -

- 1st VG firm
18.1%

Series B Round: Another venture capital
firm takes a 25 percent stake. The new
employee option pool is kept at 10 percent.

Stage 1, Pre-Seed:
Friends & Family

T'S no surprise to Mark Epstein that his
Isun, Corey, has developed a knack for build-
ing businesses. The elder Epstein started a
Denver technology company in the 1980s and

later took it public.

So when Corey Epstein approached his
father last summer with an idea to start an e-
commerce company to sell men’s clothing on
the cheap, Epstein didn't hesitate to pledge
money to help the venture.

“When Corey told me he was interested in
doing this, | totally supported him going out
and making that change,” said Epstein, 59. “As
long as he had done the research, | probably
would have backed anything he wanted to do.”

Epstein participated in what is commonly
referred to as a friends and family investment.
These deals are more nebulous than other start-
up investments because they often happen
before a company has even established an
office, hired its first employees, or started sell-
ing a product or service.

‘As long as he had
tone the research,

I probably would have
backed anything he

wanted to do.’

MARK EPSTEIN,
on son Corey’s firm

The size of the deal can vary greatly
depending on a venture’s startup costs.

Corey Epstein said he wanted to own as
much of the business at the beginning as pos-
sible. So he put $150,000 of his own money
into 20Jeans and then reached out to friends
and family for an additional $25,000.

Raising money from loved ones can help a
founder make it through a startup’s early
stages before tapping more established
investors. But it also comes with its own set of
problems: namely, the risk of mixing business
with family.

Both Epsteins took steps to ensure that a
sticky financial situation would not ruin their
relationship. Corey Epstein, for instance, made
sure he was financing the majority of his com-
pany in the early days. And Mark Epstein, now
retired, made only a small investment.

“My future doesn't depend on his success,”
said the senior Epstein. “I'm glad I'm in a posi-
tion where | can help him out and where it
won't negatively impact me if something goes
wrong.”

— Natalie Jarvey
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‘You don’t know when something great is going to happen.
I know how much | have in my personal bank account and
I have to watch that. That’s probahly the biggest indicator.’

THOMAS Mcl

NERNEY

Stage 2, Angels: Early Round Integral to Growth

has created a steady stream of potential
deals for the local community of angel
investors.

Though angel investments often occur
under the radar, the wealthy people behind the
deals are integral to the funding ecosystem.
Angels help startups — many of them without
proven business models — fill the gap between
raising money from friends and family and
reaching out to institutional investors that will
take significant ownership cuts.

Dozens of individuals — both career angels
and active tech executives - invest in a start-
up’s seed and Series A rounds.

These investments can range from $25,000
1o $250,000, depending on the angel, and
taken together lead to a seed round typically
south of $3 million. Some angels like to make
a few large investments for a big piece of the
equity pie, while others prefer to participate in
many smaller deals and take only a 1 percent
or 2 percent stake in the company.

Because angels invest their own money in
deals, their investing patterns are less rigid

THE surge in startup activity in Los Angeles

THOMAS McINERNEY

TITLE: Angel investor

COMPANY: Self-employed

YEARS AS AN INVESTOR: 4

LOCAL INVESTMENTS: Lettuce, an iPad app for
small businesses; Zefr, a YouTube monetization
platform; Burstly, a mobile advertising tool.

P What's your standard investment size?
My typical investment is $25,000 to $100,000
and my average is $50,000.

P What rounds will you participate in?

I'm always in seed and | sometimes do series A.
I'll certainly do my pro rata, which means that in
subsequent rounds I'll invest to keep my owner-
ship the same and prevent it from being diluted.
P What is your time line for expecting a retum?
The irony is that the best companies take the

than venture capital and private-equity firms.
Jarl Mohn, a longtime television executive-

tumed-angel investor, started investing by writing

only a few million-dollar checks each year. But he

soon setiled into a habit of writing smaller checks.

“It's more fun,” said Mohn, the former
chief executive of E! Entertainment. “| get to
see more opportunities and get in earlier.”

For angels, the decision to invest in a compa-
ny is largely personal. Though standard criteria
include an experienced founding team and a
product that stands out from the pack, most
angels said they base their decisions on intuition.

For Mohn, it typically takes three phone
calls before he's ready to write a check.
Meanwhile, Thomas McInerney, an active LA,
angel, said he'll often decide to invest in a
company while meeting with a founder over a
meal. Robert Jadon, also an angel in Los
Angeles, said he vets startups by talking to his
network of tech entrepreneurs and investors.

“As an angel, | don't get to see any of the
company’s traction because I'm investing too
early,” Jadon said. “It's really a lot more about
feel than metrics.”

longest, like Burstly and Zefr. They are taking
a long time now, but they have big ambitions.
They aren’t just a quick talent acquisition.

» What is your benchmark for how many
deals you make a year?

If I were smart, I'd have more of a sense. But
then again, you don't know when something
great is going to happen. | know how much |
have in my personal bank account and | have to
watch that. That's probably the biggest indicator.
P Describe a time where you made a mis-
take or regretted an investment.

The second deal | saw was AirBNB, which |
didn't end up doing because | was just so
new at investing. | kick myself every day for
that. But it gave me the impetus to be more
aggressive as an angel.

RINGO HW. CHILILAR]

Stage 3, Small VGC:
Most Active in L.A.

firms dedicated to funding at the seed and

early A rounds have sprung up in Los
Angeles. They have joined a group that has
become the most populous and frequent
investors in the local tech scene.

New to this cadre of companies — which
invest between $100,000 and $1.5 million in
each startup — are Karlin Ventures, Tenoneten
Ventures, Canyon Greek and Plus Capital.
Already established in this funding stage are
Baroda Ventures, Siemer Ventures, Anthem
Ventures, Double M, DFJ Frontier, CrossCut
and others.

In a sense, the sheer number of local com-
panies that participate in these smaller funding
rounds reflects the stage in which L.A. tech
finds itself. Plenty of startups have come
together (perhaps through an accelerator), sta-
bilized their revenue models and are looking for
the first infusion of significant money to prove
their business model.

“The early stage funding is probably the
strongest I've seen it in 20 years,” said Paul
Bricault, a longtime venture capital investor in
Los Angeles. “Hopefully that means more com-
panies will have the capacity to bring in late A
or B rounds and eventually exit.”

At this level, companies that pitch them-
selves to the venture capital community have
enterprise values hovering around $30 million.

In most cases, V.C. firms have the option of
taking the role of the round’s lead investor or
following as part of a financial syndicate. Taking
a lead position requires a firm to be the largest
investor as well as taking on the responsibility
for vetting a business’s bona fides.

The choice of whether to lead or follow is
often intrinsic to a firm's investment strategy.
While leading a round gives an investor a larger
equity stake in the startup, they risk greater
losses should the business go under.

Santa Monica's Siemer Ventures, which has

I N the last year, at least four venture capital

Please see page 30

L.A. Draws Outside Cash

S startup activity in Los Angeles heats

up, venture capital firms and angel
investors from outside the region have
begun to take notice.

Some firms have taken to investing
heavily in Silicon Beach companies.
Subscription e-commerce site
ShoeDazzle, for example, boasts Menlo
Park investors Lightspeed Venture
Partners and Andreessen Horowitz.
Downtown L.A's Nasty Gal, meanwhile,
has raised $49 million from Index
Ventures’ San Francisco branch.

Other VG firms have established beach-
heads in Los Angeles. Chicago’s New
World Ventures, for example, opened an
L.A. branch a little more than a year ago.

New World Partner Matt McCall, who
oversees the firm’s L.A. operations, said
the firm had been investing in Los
Angeles when, about two years ago. it
began to notice a pickup in the number of
companies opening in town and decided
to establish a permanent presence.

“I've been coming out to Los Angeles
for the last 10 to 12 years now and have
seen the comings and goings of the
ecosystem,” he said. “But | started to
notice that things were changing. We're
right in the midst of a revolution occurring
in new media and e-commerce.”

Joining New World in Los Angeles are
some angel investment funds. Chris Sacca,
for example, moved to town for personal
reasons but has since announced plans for
the Lowercase Stampede fund dedicated to
LA investments.

Ancther notable Silicon Valley angel to
move into town is David Lee, managing
partner of SV Angel. Though he relocated to
be closer to family and will continue work-
ing in San Francisco, it wouldn’t come as a
surprise if his L A. investments increased.
Lee told tech blog PandoDaily that his port-
folio includes some strong L.A. companies
and that he hoped to add more to the list.

— Naialie Jarvey

Handling ‘Series A Crunch’

HE “Series A crunch,” despite its omi-

nous name, is not much more than an
observation.

The term refers to the steep fall-off for
investments in startups between the seed
round and follow-on A or B rounds. There
aren't many large-scale studies to confirm
the phenomenon, but one inquiry by a
Silicon Valley legal firm looking at funding
data found that in 2011 just 27 percent of
startups that received seed funding managed
1o secure A rounds the next year. That's a 45
percent decrease from the year-gariier period.

What's causing it?

One theory is that the current invest-
ment pool is flooded by early stage
investors willing to make small bets on
startups. This gives many more nascent
companies a chance to take a shot at
building a business than there are
investors in later rounds.

Another belief, and not necessarily a
contradictory one, is that starting a busi-
ness now doesn'’t require as much
upfront investment. Fewer companies are
seeking Series A rounds because they
don’t need them. Yet.

Either way, the investment drop-off
weighs heavily on entrepreneurs who
know that the easy money up front won't
flow freely for long.

- Tom Dotan



